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KEY ECONOMIC INDICATORS 


All values in million US$ unless otherwise specified; 
Exchange rate as of February 22, 1974 US$1.00=NT$38.00 
A B cl/ 
Item 1972 1273 4 Change 
Income, Production, Employment 
GNP at Current Prices (12/31) 9,392* 22.1 
GNP at Constant 1966 Prices (12/31) 6,719* 12.3 
Per Capita GNP Current Prices (US$) (12/31) 606* 19.9 
Fixed Capital Investment (12/31) 2,489* 25.6 
Indices: (Base Year) = 100 
Industrial Production (1966) (12/31) 368.1* 22.3 
Agricultural Production (1966) (12/31) 126.1* 2.9 
Average Labor Productivity (1968) (12/3}) na. 
Average Industrial Wage (1968) (13 /31)2 nea. 
Employment (1,000 persons) (10/31) 5,182 
Average Rate Unemployment (%) (6/30) 3.4%* 


Money and Prices 
Money Supply (12/31) 2,130 
Public Debt Outstanding (12/31) 256 
External Debt (12/31) including undisbursed 1,850** 
External Debt Service Ratio (%) (9/30) 6.1* 
Interest Rate (Comm'l Prime) (%) (12/31) 13.25*** 
Indices (Base Year) = 100 
Retail Prices (1966) (12/31) 142.9 
Wholesale Prices (1966) (12/31) 133.5 


Balance of Trade and Payments 4/ 
Gold & Foreign Exchange Regerves (12/31)— 1,878 28.7 


Balance of Payments (9/30)2 699* 26.0 
Balance of Trade ,(12/31)6/ 683* 43.8 
Exports (12/31)% 4,473* 49.7 
U.S. Share (12/33)8/ 1,676* 34.0 
Imports (12/31)= 3,791* 50.8 
U. S. Share (12/31)©/ 952 75.1 


Major Imports from U.S. (11 mos 1973) (US$ nttisess)®’ ; Farming Products, 213; 
Electrical Machinery & Apparatus, 171; Machinery, 81; Textile Materials (Cotton 
& Manemade Fibers), 78; Iron & Steel, 50; Transportation Equipment, 34; Chemical 
Materials & Products, 29; Non-ferrous Metals, 21; Plastic Materials & Artificial 
Resins, 20; Organic & Inorganic Elements & Compounds, 19; Pulp & paper, 11; Metal 
Manufactures, 9; Medicinal & Cosmetic Materials, 8; Livestock, 7. 


Footnotes: 


1/ B/same cumulative portion of A, All calculations on basis of prevailing exchange 
rate US$1.00=NTS$38; see 4/ & &/ below for exceptions. 
/ For manufacturing sector only; combination of wages for both white and blue collar 
personnel. 


Shifting to labor force euueey as source data instead of household pegiotrecion pre~ 
viously reported; the survey is conducted end of Jan., Apr., Jul., & t. each year. 
Revised retroactively to exclude guarantee liabilities; based on the balance sheet of 


all financial institutions; for prior periods, foreign exchange rates prevailing at 
the time are used. 


Denotes the basic balance of payments. 


Customs regular trade statistics; foreign exchange rates prevailing at the time are 
used. 


* Official preliminary ** Unofficial estimate %*** Raised to 16.5% on 1/28/74 





SUMMARY 


While prospects are not so bright for 1974, 1973 was a record year 
for Taiwan's economy in almost all respects. The growth of Gross 
National Product in real terms was 12.3%, rising to US$9.39 billim 
as compared to $7.69 billion and a growth rate of 11.4% in one 
Foreign and domestic investment also expanded at remarkably hig 
rates, achieving a 96% increase in foreign investment approvals 
over 1972 and a 130%.increase in the total corporate registered 
capital. Total foreign trade increased by 50%, leaving a trade surplus 

of US$68 millions Inflation, however. became a severe problem in the 

course of the year reflecting higher import costs, and great increases 

in money supply. Wholesale prices increased an average of 23% and 
retail prices 13% while prices of some daily necessities increased 
at much higher rates. The oil crisis gave a final push to rapid 
inflation during the last quarter, but supply of energy did not 
cause serious problems. The government's anti-inflation measures 
introduced in the course of the year, including monetary, supply 
and price control aspects, had very limited success and in some 
cases created additional problems. As a result, the government 
introduced a wide-ranging Economic Stabilization Program early this 
year involving higher interest rates and large price increases which 
have significantly raised the cost of production as well as the cost 
of living. 


1974 will almost surely see a slower growth rate, perhaps in the 
neighborhood of 7% at constant prices, but this projection by the 
Economic Planning Council depends upon a number of important assump- 
tions. These include the expectation that: the Economic Stabiliza- 
tion Program and other anti-inflationary measures will hold inflation 
to about the same level as last year so that Taiwan's exports remain 
competitive; Taiwan's major markets will continue to take growing 
quantities of Taiwan products; and imports of oil and oil products 
will be only 9% below those of 1973. 


Domestic investment in 1974 is expected to grow, but at a slower rate 
than last year, while applications for approval of foreign investment 
may well be below 1973, primarily because of world-wide economic con- 
ditions. Prospects for increased sales of U.S. goods and services 
are very good. Price should no longer be the problem it has been in 
the past, as the full effect of recent devaluations of the dollar are 
felt. Instead, availability will become a more important limiting 
factor. 





CURRENT ECONOMIC SITUATION AND TRENDS 


1973--A Year of Record Growth 


High levels of investment and trade stimulated the Republic 
of China (ROC) economy in 1973 to achieve new records of growth, 
GNP in real terms grew 12.3%, an all time high, rising to US$9.39 
billion as compared to $7.69 billion and a growth rate of 11.4% in 
1972. Plans to expand the lagging agricultural sector by 4.2% were 
not realized and actual growth was only 2.9%. Other sectors, however, 
more than made up for the slow growth of agriculture. The excellent 
performance of the transportation sector, achieving a growth rate of 
15.6%, was exceeded by the 22.3% growth of the industrial sector. 
Especially significant production achievements were in television 
sets, rising 26.4% over 1972 to 4,538,000 units; steel bars and struc- 
tural steel, up 43% to 1,057,000 million tons; and natural gas, up 
19% to 1,500 million cubic meters. 


Investment, both foreign and domestic, increased at unprece- 
dented rates in 1973. Foreign confidence and interest in the Taiwan 
economy was reflected in the fact that the Overseas Chinese and 
Foreign Investment Commission, which screens all applications for 
foreign investment, approved 351 new or expanded investment projects 
worth a total of US$248.8 million. This represented a 96% increase 
over 1972. U.S. investors, not including overseas subsidiaries of 
American firms, constituted the largest single group, receiving 
approvals for 29 new or expanded projects worth $66,876,000 million, 
or 79% more than approved in 1972. Japanese investment approvals, 
following in third place after overseas Chinese, were almost 5 times 
larger than in 1972. Japanese interests applied for and received 
approvals for 92 projects worth $44,599,000. Interest was also very 
high on the domestic side, as total corporate registered capital 
increased 130.6% in the one year period and the number of corpora- 
tions increased by 70.4%. 


In mid-1973 the government announced a shift in its invest- 
ment policy to place greater emphasis on capital intensive projects. 
Labor intensive industry is only being promoted on a highly selective 
basis. This policy, which comes at a time when labor supplies are 
adequate but no longer abundant, matches the transition of the Taiwan 
economy through the traditional first phase of industrialization, 
featuring textile and assembly operations, to high technology plants 
typical of heavy and petro-chemicals industries. 





The ROC's two-way trade grew 50% over 1972, to a total of 
US$8.26 billion (on the basis of Customs Department figures). Ex- 
ports increased by 49.7% to US$4.47 billion, while imports grew by 
50.8% to $3.79 billion, leaving a trade surplus of $683 million. 
The ROC trade surplus with the United States was $725 million, a 
figure slightly higher than the 1972 surplus of $708 million. 


The heavy dependence of the Taiwan economy on trade with 
the rest of the world is further illustrated by the fact that 
exports of goods and services are the equivalent of 52% of the GNP. 
Thus, Taiwan is extremely sensitive to conditions in the major indus-=- 
trial countries, which in turn are highly susceptible to the oil 
crisis. At the same time, Taiwan must have imports to grow. Import- 
ed capital goods required to continue industrialization represented 
52% of total gross fixed capital formation in 1973, while industrial 
and agricultural raw materials equivalent to almost 32% of Net Domes- 
tic Product or total value added were imported. 


Inflation Unabated In spite of the government's several 
counter measures, inflation has become a major problem, along with 
the energy crisis which is a contributing factor. Wholesale prices 
increased an average of 23% and retail prices 13% during 1973. But 
these figures do not tell the whole story. The price increases for 
some necessities, such as soap and detergent, toothpaste, underwear, 
toilet paper and stationery were much higher in the fourth quarter, 
some doubling within that period. Rice was subject to even greater 
shifts, with the price skyrocketing in late January until Government 
counter measures began to take effect. Wage increases, in the neigh- 
borhood of 30%, added to the costs of production and the general 
inflationary situation. 


The causes of inflation are not difficult to identify--the 
higher cost of imports and a growth in the money supply of 47%. 
Imported raw materials, semi-finished and capital goods all increased 
substantially in price. The wholesale price of imports was up 55% 


in the course of the year. Foreign exchange holdings of the banking 
system, brought in by the substantial trade surplus and earnings from 
tourism (824,293 arrivals during the year, or 42% more than the pre- 
vious year), plus new capital coming in for investment, reached 
US$1.878 billion, $419 million and 28.7% above the holdings on Decem- 
ber 31, 1972. The money supply problem was aggravated also by the 
domestic investment boom which, along with other factors, caused 

bank loans to increase by 47%. 





Impact of Oil Crisis Although the oil crisis has impinged 
on the Taiwan economy less precipitously than on Japan and some 
European countries, it has caused the same uncertainties as to supply 
and cost. In 1972 Taiwan imported 65% of its total energy requirements. 
The import price for crude oil went up 300% between September and 
December. The ROC Government has sent two high level missions to the 
Middle East to discuss supply arrangements and economic relations in 
general and has received assurances from Saudi Arabia that the ROC will 
receive the same quantities in 1974 as in 1973. Although encouraging, 
these deliveries would provide only 50% of the 1973 total requirements, 
with the remaining 50% plus any growth factor for 1974 to be provided 
from other sources. 


In November 1973 the government ordered state agencies to 
reduce oil consumption by 25% and imposed restrictions on bunkering 
of ships and planes, but took no further actions. Fuel and electrici- 
ty prices were held at previous levels in spite of rapidly escalating 
costs. As a result, the Chinese Petroleum Corporation and Taiwan Power 
Company had to absorb huge losses. 


Economic Stabilization Program 


Because of the tremendous losses it was incurring through the 
subsidy programs and the continued high rate of inflation, the govern- 
ment was forced to take further action to stabilize the economy. 


The long anticipated Economic Stabilization Program, announced 
on January 26, just after Chinese Lunar New Year, had been carefully 
prepared over a two month period, after efforts had been made to study 
all the ramifications of inflation and the energy problem as well as 
implications of the stabilization measures for trade and commerce. 

The package included price increases for commodities and services 
provided by government monopolies or subsidized by the government and 
a number of financial measures. 


The principal parts of the program were: a) gasoline prices 
were raised 85%, diesel 50% and fuel oil 94%; b) electric rates in- 
creased on a sliding scale on the principle "the more you use the 
more you pay"--industrial users pay 90 to 134% more, household users 
9.9 to 54%; c) passenger and freight rates by air, rail and highway 
were increased; d) the subsidized prices of wheat and soybeans paid 
by the millers were raised 80% and 26.4% respectively and ex-factory 
prices of wheat flour and soybean oil and meal escalated accordingly; 
e) interest rates were increased--bank deposits now draw from 10 to 
15% (vs. former 7 to 12%) while loans cost 13 to 17.5% (vs. 9.75 to 
13.75%); £) use of foreign credit to finance imports through 180 day 
usance letters of credit was restored after having been suspended 





last April 1, and the 5 year, $3 million minimums on medium term 
offshore financing of imports of machinery and equipment were re- 
moved. 


To help government employees meet the higher cost of living 
caused by the above price increases, their salaries were raised 10% 
retroactive to January l, 1974, they were given a month*s salary as 
a bonus (a practice only recently discontinued as the government was 
proceeding to do away with the various fringe benefits in favor of 
including the total remuneration in the salary), and further salary 
increases of unspecified amounts were promised for the new fiscal 
year beginning July l. 


The strategy of the Economic Stabilization Program was to 
increase prices substantially all at once, promising the public a 
“one time only" increase, in an effort to beat the inflationary 
psychology which causes people to try to spend faster to keep ahead 
of gradually rising prices. With a larger share of their income 
absorbed into the government supplied basic necessities of trans- 
portation and energy, and with interest on savings increased by 25% 
and more, there will hopefully be less demand for consumer luxuries. 


It is still too early to assess the program fully, but there 
have been indications of initial success in some areas. The money 
supply decreased in the first week after the program was implemented, 
while savings increased at almost double the usual rate, thus re- 
versing the late 1973 pattern of decreasing savings. While these 
corrective trends reflect seasonal contraction following Lunar New 
Year, their extent suggests that the stabilization program was a 
contributory factor. Prices have not ceased their upward movement, 
but the initial surge has moderated in keeping with the Government's 
hope that a new equilibrium of wages and other production costs will 
be reached which will not damage Taiwan's export potential. The 
lowered rate of economic growth projected for 1974 should improv 
the odds for success. 


Outlook for 1974 


Trade Given the high trade dependence of the Taiwan economy, 
external factors play a dominant role in detemining events here. Econo- 
mic sluggishness in Japan and a substantial slow down in the United 
States and Europe will mean lower demand for Taiwan exports. On the 
other hand, Taiwan must import to feed its people and industry, and 
will have to pay higher prices, especially for raw materials, and will 
experience some supply difficulties. The government's 9 priority 
projects (see discussion below in Implications for the United States) 
will also require increasing quantities of machinery and equipment. 





There have already been signs that the strong trade surplus 
pattern of the last few years is beginning to change. On the basis 
of customs data, which for various reasons understate imports, there 
was a trade deficit in December 1973 of US$6.8 million. January 1974 
figures, on the other hand, showed a trade surplus of $17.7 million, 
but this was 68% less than the surplus of the previous-January. More 
indicative, probably, was the 90% increase in imports for the same 
period--January 1974 over January 1973, while exports increased 58%. 
Furthermore, data on exchange settlements, which lead actual arrivals 
by several months, and import licenses indicate that imports will be: 
much higher this year. For these reasons the government is predicting 
a trade deficit for the year as a whole. 


There are, however, reasons to be optimistic about the volume 
and value of Taiwan's exports during the year. Its chief competitors 
in the international market place for such things as textiles, elec- 
tronic consumer products and processed foods are suffering from the 
same problems, and perhaps to a greater degree. Inflation has hit 
Japan, Hongkong and Korea just as severely. In the former two, wages 
are already higher and oil imports constitute a larger share of total 
energy requirements than in Taiwan. Thus, their export prices will 
probably increase more than Taiwan's. The basic characteristics of 
the Taiwan economy which have already made it so successful, remain 
basically unchanged--a hardworking, well educated labor force, re- 
sourceful and adaptable entreprenuers, and decisive and accessible 
government leadership supported by a relatively efficient bureau- 
cracy. These place Taiwan in a very good position to respond quickly 
and effectively to changing world patterns of trade and production. 
Everything considered, the government's prediction of a trade deficit 
this year after such a large surplus last year therefore may be too 
pessimistic, and a small trade surplus is a possibility. 


Energy The government is now planning on a total availabi- 
lity of 11 million kiloliters (69 million barrels) for 1974, 8.7% 
below 1973 consumption and 21% below projected requirements if the 
economy had grown at 11%, the rate of recent years. This will mean 
that coal will have to be substituted for some of the oil now used 
for power generation. For this purpose 800,000 tons more coal will 
have to be imported and domestic production increased from 3.5 to 
3.8 million tons. Furthermore, total government and private consump- 
tion of energy should be reduced by 30% in order to make additional 
supplies available for industry. Allocations will take place ona 
priority basis to those industries producing for domestic consump- 
tion, higher value-added per unit of energy input and labor intensive. 
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Inflation will continue to be a problem in 1974, since the 
factors that brought about the problem have not been removed. Ex- 
ternal factors are, in their very nature, beyond control, while 
internal factors are not amenable to short term solution. The rate 
of increase in the money supply should be lower this year, as demand 
for loans is moderated by much higher interest rates and savings 
increase for the same reason. The stabilization program should help 
channel aggregate demand away from consumer luxuries. Furthermore, 
the government budget may well remain in surplus, as it has been in 
recent years. This, together with a shrinking trade surplus, which 
will increase the supply of real resources relatively, should add 
further weight on the contractionary side. 


However, the full repercussions of the Economic Stabilization 
Program have yet to be measured. Beyond the temporal problems of 
consequential adjustment and psychological acceptance, remain the 
normal demands for wage increases in the private sector to match 
those of the civil and military service. With second phase increases 
likely for government employees, when the new fiscal year begins 
(July 1), and accompanying increases throughout the economy, the over- 
all rise in wage level may well surpass the increase of 1973 (around 
30%). These considerations, together with the fact that there is no 
sign yet that world-wide inflation is beginning to abate, could mean 
that the inflation rate in Taiwan will be as bad in 1974 as in 1973 
and perhaps worse. 


Investment Climate Because of the many uncertainties world- 
wide, there will presumably be a temporary lull in investment deci- 
sions (by foreign companies) and the same cautious mood may effect 
domestic investors as well. While foreign investment approvals for 
January totalled US$10 million, 74% over the same month last year, 
the projects involved were probably mostly being processed before all 
the factors presently evident in the economic situation were apparent. 
In any case, the time span is so short as to be of limited value as 
an indicator. 


While the characteristic strengths of the Taiwan economy 
described above are intact, the government took two actions late in 
1973 which have reinforced the tendency toward caution and will cause 
foreign entrepreneurs to look over the Asian region as a whole more 
carefully to determine the relative merits of investment in Taiwan. 


The most significant decision was to increase the withholding 
tax on dividends paid non-residents from 15 to 35%. The purpose of 
the change, which was to plug a serious loophole through which weal- 
thy Chinese were able to drain off profits to relatives abroad, is 
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commendatory. The government had expected that foreign firms could be 
spared the full impact of the higher rate through tax credits. How- 
ever, it has been realized that this mechanism is too clumsy to be 
used effectively, and that there may be a real adverse impact on many 
large firms which are making a real contribution to the Taiwan economy. 
Therefore, it was decided to suspend implementation temporarily in the 
case of projects approved by the Foreign Investment Commission in the 
hope that some other solution may be found. 


The full implications of the other tax change are also unclear 
at this time. In November the tax authorities issued instructions to 
strictly apply existing tax regulations, which had not been fully im- 
plemented, to collect the business tax from branch offices of foreign 
firms on the basis of the full value of sales of their home offices, 
on the assumption that the branch offices were involved. Once again, 
the reason for the order is understandable, but the rule of reason 
requires certain adjustments to take account of the true nature of 
the role of the branch offices and the fair allocation of costs. 


Production and Growth In summary, the basic assumptions 
about the economy of Taiwan as its enters 1974 are that trade will 
shift from a strong to a slight deficit or very modest surplus, that 
energy resources will fall about 9% below consumption in 1973, that 
with luck the inflation rate will be about the same as last year, 
even assuming a modicum of success for the stabilization program, and 
that foreign investment will fall below the unusually large expansion 
of the previous year. Taking these factors into account, as well as 
more detailed analysis of consumption and production, the Economic 
Planning Council expects the GNP at the end of the year to be about 
7% larger than at the end of 1973. If recent patterns are repeated, 
this would translate into an improved income on a per capita basis 
of between 5 and 6% in constant values. While considerably below the 
performance of recent years, this rate of growth would still be very 
respectable and an achievement which would continue to justify confi- 
dence in the ability of the government to lead the country through a 
difficult transitional period. 


IMPLICATIONS FOR THE UNITED STATES 


Prospects for increased U.S. exports to the ROC are good. 
Purchases of both raw materials and manufactured goods from the U.S. 
are expected to register a sharp increase in 1974, thus reflecting a 
degree of success in efforts of the ROC to reduce the imbalance in 
trade with the U.S. (US$725 million in 1973). January trade figures 
portray this trend although probably to an exaggerated degree. Imports 
were up 90% to US$417 million while exports increased 60% to $434 million. 
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In certain instances the ROC continues to source imports from the 
U.S. alone, or from the U.S. and Europe, thus decreasing its depen- 
dence on Japan as a supplier. However, in an effort to reduce the 
cost of imports (to help fight inflation), the GRC decided in Novem- 
ber, 1973, to permit purchases from any source other than Communist 
countries. The primary obstacle to increasing imports from the 
United States is no longer price but the inability of American firms 
to deliver within a realistic time frame. 


Despite the tremendous jump in costs of raw materials and 
equipment and domestic inflationary pressures, the ROC has announced 
its intention to push ahead with 9 major infrastructure and basic 
industrial projects costing several billion dollars over the next few 
years. The projects are the completion of the North-South Freeway; 
Taichung Port development; a new international airport at Taoyuan; 
railway electrification; extension of the railway from Suao to Hua- 
lien; construction of a 1.5 million tons per year integrated steel 
mill at Kaohsiung; development of a petrochemical complex in the 
Kaohsiung-Pingtung area; construction of a new port at Suao; and 
erection of a major shipyard at Kaohsiung. All of these projects 
offer a sales potential for equipment and design and engineering 
services for U.S. firms. In fact, a number of U.S. firms are already 
deeply involved in several of these projects. There also are good 
prospects for U.S. participation in several local government projects, 
i.e. sewerage and water treatment plants; and in the private sector, 
i.e. hotels, new industrial plants, etc. United States Steel Engineer- 
ing is providing overall engineering and consultancy services for the 
steel mill and negotiations are under way with U.S. firms for the plate, 
rod and bar mills. U.S. companies are constructing 2 nuclear power 
facilities, and will build an additional 2 and possibly 4 more; the 
electrification of th railway will have extensive U.S. involvement. 
In the petrochemical industry, one U.S. firm already has contracts 
worth approximately US$65 million with prospects for an additional 
US$65 million. Other downstream petrochemical projects are earmarked 
for U.S. firms either in joint ventures or design and engineering, 
and supplying equipment. 


Best Sales Prospects 


The following would appear to offer the best potential for 
the sale of U.S. goods and equipment: Steel mill equipment and 
material, including scrap steel; agricultural products such as wheat 
and other grains, soybeans and cotton; construction and roadbuilding 
equipment (Taiwan's largest construction firm estimates it will re- 
quire around US$40 million worth of construction equipment over the 





next couple of years - much of this is required in 1974); tele- 
communications equipment; materials handling equipment; plastic and 
chemical raw materials; pumps; textile machinery; machine tools; 
electronics equipment and components. 


While price is no longer the overriding factor, U.S. firms 
in order to secure orders must still be competitive and bring them- 
selves to employ the same aggresiveness in pursuing trade opportuni- 
ties abroad that they use at home. 
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